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ISLAND ROADS INVESTMENT LIMITED

STRATEGIC REPORT
FOR THE YEAR ENDED 31 DECEMBER 2020

INTRODUCTION

Island Roads Investment Limited (“the Company") was incorporated on 7 August 2012, and is a limited company
incorporated in Great Britain registered and domiciled in England and Wales. Its principal activity is to act as a
holding company for its subsidiaries, Island Roads Services Limited and Island Roads Investment 2 Limited
(together "the Group").

The lsle of Wight Council (the "Authority") entered into a contract with the Group on 26 September 2012 for
works and services relating to the rehabilitation, maintenance, management and operation of the project network
in accordance with the Government's Private Finance Initiative (the“Contract”).

Under the terms of the Contract the Group is obliged to perform the operation and maintenance of the Isle of
Wight's highway network and associated highway assets. The project incorporates all aspects of the existing
asset, including but not limited to: carriageway, unclassified roads, footway, footpaths, cycle tracks, bridges,
street lighting, drainage, gullies, highway trees, verges, street cleansing, horticulture and arboriculture
maintenancs.

The project had an initial 7-year core investment period, during which time significant capital work w as
undertaken to the network to provide a step change in condition of the overall highway environment to achieve a
pre-defined quality and service level, following which time the Group will provide a sustained level of service for
the remaining life of the project. The total duration of the concession is 25 years.

The Group is a special purpose vehicle formed to manage the Highways Maintenance Contract. Our vision is to
create an efficient highway network and public realm, providing sustainable, high quality, value for money
services to residents and visitors, while acting as a catalyst for social and economic regeneration of the island.

The non-financial objectives set out above are consistent with the objectives of the Contract. The Group aims
to achieve these objectives through fostering a strong partnership with Isle of Wight Council, excellent
communications, demonstrable compliance with the Contract and statutory obligations, robust management of
risk and the development of a strong partnership with our supply chain partners.

The Group's financial objectives are to ensure compliance with the terms of its Credit Agreement and generate
return on investment for its shareholders.

BUSINESS REVIEW

In March 2020 when Covid-19 reached the UK, the Group and its main subcontractor implemented strict
procedures to allow continued delivery of services. This involved safe hygiene and social distancing for all
operations, both in the office and out on the network, in order to adhere to Government guidelines. With most
staff working from home and operatives adopting safe practices the impact of the pandemic has been minimised
and the situation is being regularly reviewed by the managementteam.

The final milestone for completion of the construction period, MS14, was due to be reached by 31 March2020.
This milestone was not certified by the independent certifier due to a number of issues relating to retaining walls
on the road network. This had led to delays to the project and retention of the remaining balance of the
construction budget from the principal subcontractor.

Following resolution of a dispute related to private retaining walls which the adjudicator found in favour of the
Authority - adding 143 retaining walls above 0.9m to the project scape - an extension to the Core Investment
Period of 2 years until March 2023 was recently agreed with the Isle of Wight Council. The majority of the risks
and costs related to these construction issues have been passed down to the main sub-contractor, although the
Group has also suffered increased costs.




ISLAND ROADS INVESTMENT LIMITED

STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

In the current year the Group has made progress in continuing to deliver construction and upgrade schemes and
in improving adherence to performance standards. Completed schemes during the period included:

- the 2020 programme of carrlageway schemes and footway works;

- the ongoing programme of structures renewal schemes which also continued to achieve the required
increase in bridge condition standards; and '

- a varied programme of additional Local Transport Plan works including the Newport St Mary's
Roundabout improvement scheme - a large improvement project that was completed late in 2020 on time and
under budget. .

The Group continues to take a proactive approach to Health and Safety, sharing best practice with shareholders
including lessons learnt from regular safety flashes/alerts from across their businesses and the wider
_construction Industry.

The Board also commissioned a comprehensive review of health and safety management practice which
provided positive feedback on the approach taken within the business. This review is undertaken annually by a
specialist external health and safety provider to provide an objective review of IRSL compliance with required
health and safety legislation and to promote good practice.

The Group had a Lost Time Incident Frequency Rate of zero untll October 2020, having achieved the milestone
of six years without a lost time incident, Unfortunately there were two incidents in November 2020 / January
2021 where an operative was injured. The Group continues to aspire to an injury free workplace. During 2020
the Group promoted a wellbeing strategy to ensure that mental and physical health issues are given a similar
emphasis to the avoidance of accldents and injuries, and this focus continues.

The wellbeing strategy was developed further with a focus on providing greater information and support to
enable staff to better understand and manage their mental health. This approach has proved particularly
beneficial due to the potential impact of the Covid-19 pandemic on project personnel. Near miss reporting
continues, with an emphasis on quality reporting. During 2020, 255 near misses were reported (2019 - 398). The
Company belleves that the continuous monitoring and high quality of near miss reporting reduces the risk of
accidents happening.

During the year, the Group and its principal sub-contractor have expended considerable effort on the
improvement of O&M performance, with recruitment of new staff and imptementation of new processes. This has
resulted in more consistent performance and a significant reduction in the level of service failure items.

The Group and its principal sub-contractor have also maintained their best efforts to develop their collaboration
and partnership with the Authority contract management team despite the challenges of the ongoing commercial
negotiation of the MS14 extension agreement.

An annual customer satisfaction survey is conducted among all Isle of Wight residents in February each year.
The results are used to identify service improvement and communication issues. This will lead to a focus on the
key items identified in 2021.

PRINCIPAL RISKS AND UNCERTAINTIES

The risk management policy of the Group is designed to identify and manage risk at the earliest point practically
possible. Following the extension of the Core Investment Period, the Group remains exposed to construction
risk until milestone completion criteria are met, which is shared with the principal sub-contractor. This could
result in additional costs being incurred and the Company regularly monitors construction progress against the
programme.

The other principal risk is that maintenance costs exceed those forecast in the financial model agreed at
financial close. The risk is mitigated by regular management review of actual expenditure against budget and
technical evaluations of the physical condition of the network, as well as the substantial transfer of risk and
responsibilities to the sub-contractor. Lifecycle risk on the project network is fully passed through to the
operational sub-contractor.




ISLAND ROADS INVESTMENT LIMITED

STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

Other risks include energy price risk, which is transferred to the subcontractor, and the risk of inclement
weather affecting the ability to perform works which is mitigated by the extension of the construction
programme and the ability of the sub-contractor to flex resources.

The Group's exposure to inflationary risk, particularly in relation to the investment, operation and maintenance
cost base is mitigated by having revenue indexing provisions in the Contract, which are passed through to the

principal sub-contractor.

The Group is also exposed to interest rate risk on its senior loan. This risk is mitigated through an interest rate
swaps agreement,

The Directors are monltoring the ongoing impact of the Coronavirus pandemic on the Group's operations and
those of Its client and major contractor, and on all individuals involved with the project. The Directors continue to
review the situation to ensure that the Group can continue to deliver services and that the actions of the Group
and its major sub-contractor remain consistent with Government advice to limit the spread of infection as far as

possible.

FINANCIAL RISK MANAGEMENT

The Group's principal assets are cash, financial asssets and trade and other receivables. The Group's credit risk
is primarily attributable to its trade receivables from the Authority. The Board of Directors is of the opinion that the
risk of default is limited.

The Directors believe that the Group's cash balance and projected revenues are sufficient to maintain liquidity
and ensure that sufficient funds are available for ongoing operations and future liabilities. The Group has fully
drawn its principal debt facility.

See note 8 for details of Financial Risk Management.

KEY PERFORMANCE INDICATORS

e The project is currently behind schedule as the construction phase was due to be complsted by March
2020. The final milestone of the Core Investment Period, Milestone 14, has now been extended until
March 2023 (with a possible extension to March 2024). Work done will be measured against the revised
programme and certified by the independent certifier when completed.

* The level of service provided. This is measured through the availability of the network and therefore the
deductions to unitary payments levied by the Authority when the network is partially or completely
unavallable for use. Deductions may also be incurred where services fail to meet the contractual
performance standards. There were no availability deductions in 2020. Performance adjustments for an
amount of £12,919 were levied in the year and passed through to the operational sub-contractor. The
thorough review of the annual customer satisfaction survey (leading to the implementation of a yearly
improvement plan) and the close monitoring of media activity also enhance services dellvery. The rolling
balance of points in respect of service delivery failures has decreased in the course of the year and this
improvement is consistent with general improvements in operating standards. The Board is of the opinion
that the balance remains at an acceptable level in light of current expectations. The principal
subcontractor has implemented proper plans to mitigate associatedrisks.

e The costs incurred as compared to budget. The Groﬁp continued to operate within the Board agreed
operating expenses and overhead budgets in respect of the period.

The results for the year are set out on page 10.




ISLAND:ROADS’'INVESTMENT LIMITED

STRATEGIC REPORT (CONTINUED)
‘FOR THE YEAR ENDED ‘31tDECEM‘BER3'2020w

‘CORPORATE!AN D;SOCIAE RESPONSIBILITY

Thé Group |s aj r"ﬁemb'er of the Isle of Wght Foundatron ' (the “Foundataon") The aims ofithe Foundation are to
- achiieve'a publl_c_ penejt on t_he I_sle clft\ﬂght through "supportmg ‘social mojusrqn access to- employment by
supportmg organisations that offer funding and gundance to individuals with no qualrflcatlons to enter: the working’
world andnencourage good cmzenshrp Atso as part of the Group corporate and; socnal responsrblllty objectlves

2020 Grant Call a further 7 organlsatlons benefted from grant fundmg\'and "to. date £550 000 has been‘
donated toilsland-based'good causes since;the Iaunch of theFoundatlon

‘GOING CONCERN
The Directors have considered a nuniber.of factors in determining whether the Group remains a going concefn..
The key,factors and related conclusions are summariséd below:

. The Drrectors have consrdered the? abllrty of- the Authorrty to meet future contractual payments The
‘Directors’ have concluded that they do not currently consrder this. to ‘bea matenal nsk

o]

The Directors | have ‘considered th_e_ lmpact of changes in, the performance of key subs contractors.tand their?
ablllty‘ to contmue 'to’ meet contractual commitments, The' Drrectors do! not currently consrder thls to be a,
materlal risk;
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" The Directors note that'the Group is reportrng a statement of financial posrtlon deficit of £14,829,968 as at
'31 Decemberi2020., This' has résulted: from markét movements in the valuatlon of.the Groups dérivative
financial‘instruments, ,The Dlrectors do not “expect this’ to crystallise as’a Ilablllty in the’ foreseeable future-
and there are no: plans to termmate rany. derlvatlves and

o Thé Difectors havé ¢onsidered the Group's:complidnce ‘with- financial covenant tests:and non-financial
prOJect mrlestones Following the” agreement ‘reached with the. Isle of Wight Council to extend Mrlestone
14, the Dlrectors are now. sattsfled that the Group wrtl be able to’ comp|y wrth the rewsed mllestones and
that the loan covenants-are forécast to continue’to be met. )
The Directors have, ‘at-the itime;of lapproving the fi nancralistatements falreasonable’ expectatlon that.the Group
has ad_equate resources: to’ contlnue in operatronal’exrstence forlthe foreseeable future iT hus, theytcontlnue to

adopt the gomg concern basis of accountmg in preparlng the financial slatementsq-

The financial statements on pages_10:to 15'wére’ approved by the ;Board. of Directors-on’ 11th—June 12021
and signed on'its behalf by: '

C de Carmoy W H Snow
Director Director
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ISLAND ROADS INVESTMENT LIMITED

DIRECTORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2020

The Directors present their audited consolidated report and financial statements for the year ended 31
December 2020.

Statement of Directors' responsibilities

The directors are responsible for preparing the Annual Report and the financial statements
in accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year.
Under that law the directors have elected to prepare the financial statements in accordance with
international accounting standards in conformity with the requirements of the Companies Act
2006. Under company law the directors must not approve the financial statements unless they
- are satisfied that they give a true and fair view of the state of affairs of the company and of the
profit or loss of the company for that period. In preparing these financial statements, Intemational
Accounting Standard 1 requires that directors:

« select suitable accounting policies and then apply them consistently;

¢ state whether applicable intemational accounting standards in conformity with the
requirements of the Companies Act 2006 have been followed, subject to any material
departures disclosed and explained in the financial statements;

+ make judgements and accounting estimates that are reasonable and prudent; and

+ prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006. They are also responsible for safeguarding the assets of the company and
hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

Capital structure

Details of the authorised and issued capital, together with details of the movements in the
Company's issued share capital during the year are shown in note 15. The Company has one
class of ordinary shares which carry no right to fixed income. No person has any special rights of
control over the Company's share capital and all issued shares are fully paid.

Directors
The Directors who served throughout the year, except as noted were as follows:

WH Show

C H Pitt (Resigned 20 January 2020)
A F E Judet

S | Benmussa

C Stanbury

C de Carmoy




[SLAND ROADS INVESTMENT- LIMITED
DIRECTORS"'REPORT (CONTINUED)
FOR'THE'YEAR ENDED.31 DECEMBERj.ZQZO‘

'Directors’ indemnities

The: Group has made’ quallfymg third, party |ndemn|ty prowsmns 5 for the 'benefit of,its Drrectors which

were made dunng the 1e’year-and remain in force at ‘the date of thls - report.,

Disclosure of. iﬁfo_r[natién_‘to:ay_qttbts:

T R

M g g amam e T T R i Y R T e I o TR Ty St T - . H
so’far as that! Director, is aware, the)réu iS no relevant ‘audit’ information+of:whichthe Group's.
auditors are .unaware, and:

they‘have taken all Jhelsteps’ that they ought tos have. taken as‘a, dlrectorlm order:to make:
themselves aware of any relevant audit information’ and to establlsh that the Group s audltors are,
aware of that information-

[Financial Risk:management

LFmancnal nsk management |s covered under Flnancgat Rcsk Management on'page 3 of the Strategic
Report' Notes‘1a7 to 1 9.({and ‘note '8 provides. further-detail ‘on how' the Company managesuts

[Events:aftér the reporting date

‘Detaiis’ of | sugmf icant,events..since the] reportmg date, are ‘contained in ynote 23 to .therfinancial
statements,

Indépendent auditors

Under section. 487(2) of -the Companies / Act 20086, PncewaterhouseCoopers LLP will be:deemed to
have been reappomted as auditors 28 days after-these ﬁnancnal statements were'sent to members or:
28 days ‘after the latest date prescnbed for., ﬁlung the ﬁnancual statements wuth the reglstrar whlcheven
is'earfier:

This Téport Was approved by the board,of Diféctors on [1th{June 2021iand Signed oniits behalf.

Cde Carmoy- l W H Snow
Dlrector leegtor

e
P Lo 20 — -
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JSLAND ROADS'INVESTMENT LIMITED

?IN‘D'ER’ENDENf -AUE)‘lTOR"s' hEPORﬁ(’coN‘i“lNUED)

'With Tespect 1o e Strategic report and Difectors' Teport, We also considered Whether the, disclostres requiréd by the,UK Companies Act

12006 have been included.

1B3Ead on”Gir Wort ThdartaldE i e GOLTSa of the GUdit;tie Companics Act 2006 TEqUires U5 3155 1578901 rain oFinions aind watlers;
as described below.

.lStrateguc report and Dlrectors"report
o o )

S

B T ot
In our. opmlonSbased on the worklundertaken in'the'course of. the"audlt lthe information’ glven in"the Strateglc report and.Directors', report
for The. year, ended’31 Décember 20201is consistent with'the' ffinancial Statemenits vand'has been: prepared in accordance W|th appllcable
Iegal requnremenls

i llght of the knowledge and, understandlng of the group “and company and their envifaniment obtalned in’the Course of lie’audit” we did;
‘not |dentlfy any material misstatements in the Strategic report and Directors’ report:

Responsibilities for the'financial statements and the audit

lResponsubllltles of the: dlrectorSlfor..the ﬁnancnal statementsr-

As explalned more fully in: the StatementlofiDlrectors responslbllmes ithe, dlreclors are: responsublelfor the preparatlontof the fi nancial
'statements in accordance wnth the oppllcablc ‘framework-and, for bcing ‘satisficd that; thcy‘glvc a true and tair, wew The directors'are- also
responsnble for, such mtemal control astthey,determlne is necessarylto enable the preparallon of fi nancnaltstatements thal are free from
materlal mlsstatement whether due to fraud or.error..

In prepanng the fi nancrallstatements the dlrectorslare responsible. for. assessing the groups "and the companys ablllty to: continue as a
gomg ‘concern, dlsclosmg, as ahppllcable..matters related to’ gonng concern’and usmg the going concern basns “of accountlng unless'the
dlrectors either lntend to llqwdate the group or the company, or to ccase operations;, or, r.have no. rcalistic ¢ alternallve but to do 30.

’Audltors' responsrbllltles.ful the atidit of. the fmanclal statementsr
srd 'm R rure?™ ot

e el ‘!".ﬁ.-,al—f

Our objectives are to' obtaln reasonable assurance’ about whether thé financial Statements as a wholéTare free from ‘material misstatément,
whether due to fraud orlerror and to;lssue]an audutors report that’ mcludes our oplnlon Reasonable assutance s 3 hlgh;level of

exlst Mlsstatements gap anse from fraud or error_ and are con5|dered materlal _|f |nd|v1dually or in the aggregate‘they could reasonably

Le expecled © |nfluence the ‘economic deusnons of useis taken on the basls of these fi nancial statef sratemems

P .-...

‘responslbllitles outllned above “to: defect matenal mlsstatements in respectlof lrregulantles mcludlnglfraud The' _e_xtent to whnch our

.-

procedures are capable of d detectlng lrregularmes mcludlng fraud is detalled below

rclatcd to hcalth and sofcty and drrcct taxcs [and wc consldcred’the extent to whlch"non-compllance mlght have a matenal effect on lhe
ifi nancnal statements. We also: consndered thosg laws and fegulations that have a.direct impact 6n the .fi nancial statements such as the

Companles Act 2006..We evaluated management’s'mcentlvesland opportunltles for‘fraudulent mampulallon of the l’nanuallstalemenls

(mcludmg the risk , of overnde of, controls) and determlned that the pnnclpal nsks were related to |nappropnate suppller payments and the
recognmon of revenue and proflt over, thelterm ,of the PFIl contract by mampylatlng thetallocatlon of cash recelpts betweenxthe contract
asset ‘interest mcome and,; revenue |n|the fi nancial model. leen the ;udgemental nature ,0f this theré, is a. nsk-that management «could
manlpulate it to show more orless revenuelproﬁt in any one accountlng year”Audlt procedures perfon'ned mcluded

+ reading board minutes to |dent|fy any breaches or non-compllance with laws and regulations;

« reviewing the pro;ect model financial model ensuring that the calculations of revenue .are mathematlcally accurate that thel
assumpllons of future costs‘and revenues are reasonable and consistent with prev:ous financial models, and that the allocation of cash,
recelpts between different oomponents of the contract is appropnale

. ldentlfymg any Journal entries posted to unusual account combinations and obtamlng evidence to support any such entries identified:;

« the consideration of suppllers used in the year, and performing tests to understand what’ the supplier .does and whether this is
considered appropnate in the context of the company s operatlons We have tested a sample of transactions recorded back.to invoices.
to verify the validity of the payment. 4

———n i —
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'TVO‘THE MEMBER_S ‘.QF‘ISL:AND BO/,\_DS)‘INV§§TMENT LIMITED
'Thcro aro rnhcront lr[mtahons in the audrt procodures desonbod abovo Woe are less Iulmly to become aware of metanres of non complrance
wrth Iawc and rogulahons thal aro not cloaely ralated toieventc and transaruone reﬂerted in the fi nanrrahstatemnnte Also. the rrek f.,notr
'delecung a material mlsstatemem due o fraud, IS hlgher thanwthe risk ofmol deler.hug onelresullmg frorn errur aa fraud rnayanulver
ideliberate conoealment by, for example forgery or rntenhonal mrsrepresentatrons or. through collusion.,

A further descnptton of . our, responsrbrlmes for. the audrt:.of the fnancral ;statements: is' located on ther! FRCs websrte at,
'www.frc.og. uklaudrtorsresponsrbrlrhes Thrs descnphon forms part of our audrtors report

]'t'J‘s‘e of] tr{'i‘s‘réﬁdr‘t‘g

[Eart 16 of the Campanres Acl 2006 and for no other purpose We do not‘rn grvrng lhese oprnrons Jaccept or assume responsrbnlrty for any
tother purpose or.to any. j other person to v whom this report is shnwn orinta whnﬁe hand@ it.may tome save where expressly agreed hy our
pnor f cansent in A Writing.

iOtheérrequir ed*reportmgj

Companies;Act 2006 exceptiontreporting
Under.thé CompanieS Act 2006 we are fequired t5'refort to you if, it Guf.opinion:

o {we have ot obtarned all the lnformatron and explanatrons we require for our audut or
. radequatefaccounlmg Tecuils ligve ol beel kept by ithe: company or retdms* adeqUate.fur our‘atdit, havel Aot been received from

'branches not vrsrted by us or

L -,

. rthe company fif nancral statements are not m agreementwrth the accountmg records and returns

We have no exceptrons to report ansmg from thus responsrbrlrty

Rk

Paul Nott (Senior, Statitory Additor)

for and on behalf of PricewaterhouseCoopers LLP’
‘Chartered Accountants and Statutory ‘Auditors,
Biistol )

113une 2021




ISLAND ROADS INVESTMENT LIMITED

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2020

2020 2019

Note £ £

Revenue 2 42,239,134 27,829,426
Cost of sales (40,864,097) (26,659,573)
Gross profit 1,375,037 1,169,853
Administrative expenses (281,402) (313,352)

Operating profit 3 1,093,635 856,601
Finance income 5 7,626,886 7,366,394
Finance costs . 6 (8,115,325) (7,780,129)
Profit before taxation 506,196 442,766
Income tax (expense)/income ) 7 (87,640) 251,562
Profit for the financial year 15 417,556 694,328

The income statement has been prepared on the basis that all operations are continuing operations

The notes on pages 16 to 38 form part of these financial statements.

-10-




ISLAND ROADS INVESTMENT LIMITED

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2020

Note

Profit for the year ' 15

Items that may be reclassified subsequently to profit or loss

Cash flow hedges:
- Hedging loss arising in the year 8
- Taxrelating to cash flow hedges : 7

Total items that may be reclassified to profit or loss

Total comprehensive loss for the year

Total comprehensive loss attributable to owners of the
Group

The notes on pages 16 to 38 form part of these financial statements.

2020 2019
£ £
417,556 694,328
(3,220,032) (3,642,632)
1,029,287 619,248
(2,190,745) (3,023,384)
{1,773,189) (2,329,056)
(1,773,189) (2,329,056).

-11-




ISLAND.ROADS INVESTMENT LIMITED-
CONSOLIDATED,_STATEMENT OF FINANCIAL :POSITION,
AS:AT:31 DECEMBER.2020.

2020, 2019
Note .E, £
Non-current assets: e - .
Contract:asset, ‘9, '102;259,104- '97,463,256;
[Deferred tax asset- 13 '4,649,132° 13,619,698
106,908,236  +101,082,954
Current assets N .
Trade and other recelvables' 10 I ,'67()_;382, 7,462,022
Cash and cash “equivalents 38,743,279 17,463,824,
40383661 24,925,846'
Total assets! 147,291,897 126,008,800,
Current liabilities - o
Trade;and other payables 11 (21,7341263)" (2,582/860)
Borrowings' 12 (5,092 106) (2,014,388),
Current tax | Ilabmtles (26 632) ®
Current liabilities- ’(261853,001) "(4,597,248)
Non-current liabilities. . -
'Borrowmgs 12 (1 11,174; 771) (1 13, 594 ;269)
Derivative fi nancial instruments 8 (24 094 093) (20 874 062)
T TR T 3L s =" S "
Total liabilities (162,121,868) (139,065,579)
'Net liabilties- (14,829,968) (13,056,779)
'‘Equity
.Called up share: capltal 14 50,000 50,000
‘Hedglng reserve ' .1 5 (19516216) (17 325 471)
[Retained earnings 1s 4,636,248 14,218,692
Total'equity i ' (14,829,968) (13.056.179)

Cde Carmoy '
Director Director

‘The notes on'pages 16 to 38 form part of these financial statements.
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ISLAND ROADS INVESTMENT LIMITED
COMPANY STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2020
2020 2019

‘Note: £ £
Non-current assets
Investment in subsidiafies 21 50,000 50,000
Total assets 5 ’:()CT& 5,6,‘0-60.‘
Net assets Mﬁé._ooﬁos 5!.)_. 000
Equity ) N
Called up share capital 14 50,000 50,000
Total equity 50,000 50,000

The financial statements of island Roads Investment Limited, registered number 8168976 were approved and:
authorised forissue by the board of directors om 11th Juné 2021 and were signed oniits behalf by:

c de 6:rmo¥ W H Snow
Director Director

The notes on pages 16.to 38 form part of these financial statements
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ISLAND ROADS INVESTMENT LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2020

Note
Balance at 1 January 2019
Profit for the year 15
Decrease in fair value of hedging derivative net of
tax 15
Balance at 31 December 2019
Profit for the year 15
Decrease in fair value of hedging derivative net of
tax 15

Balance at 31 December 2020

Share  Hedging Retained Total equity
capital reserve  earnings
£ £ £ £
50,000 (14,302,087) 3,524,364 (10,727,723)
- - 694,328 694,328
- (3,023.384) - (3,023,384)
50,000 (17,325.471) 4,218,692 (13,056,779)
- - 417,556 417,556
- (2,190,745) - (2,2190,745)
50,000 (19,516,216) 4,836,248 (14,829,968)
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ISLAND ROADS INVESTMENT LIMITED

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2020

Note

Net cash inflow from operating activities v 16

Investing activities
Bank and other interest received

Net cash generated from investing activities

Financing activities

New bank loans raised

Loans repaid

Finance costs

Net cash used in financing activities

Net increase in cash and cash equlivalents

- -Cash.and cash equivalents at beginning.of year.. .

Cash and cash equivalents at end of year

2020 2019
£ £
26,621,006 3,715,435
78,293 120,664
78,293 120,664
- 3,284,781
(2,010,536) -
(3,439,308) (4,197,905)
(5,449,844) (913,124)
21,249,456 2,922,975
. 17,463,824, 14,540,849 .

38,713,279

17,463,824

The Company has no cash flows and no non-cash movements and therefore a separate company statement of cash

flows has not been presented.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2020

11

Accounting policies

Company information

Island Roads Investment Limited is a special purpose company formed to manage a Highway Maintenance
PF| contract with the Isle of Wight Council. It is a limited company incorporated in the United Kingdom and
registered in England and Wales.

Accounting convention
The financial statements have been prepared in accordance with international accounting standards in
conformity with the requirements of the Companies Act 20086.

The Company has taken advantage of the exemption contained within section 408 of the Companies Act
2006 not to present its own income statement. The result for the period dealt with in the accounts of the
Company was Enil (2019: nil). The Directors do not recommend the payment of a dividend.

The financial statements have been prepared on the historical cost basis, except for the revaluation of
financial instruments that are measured at fair values at the end of each reporting period. Historical costis
generally based on the fair value of the consideration given in exchange for goods and services. The
principal accounting policies adopted are set out below.

These financial statements are presented in pounds sterling because that is the currency of the primary
economic environment in which the group operates.

-16 -




ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

1

Accounting policies (Continued)

1.2 Basis of consolidation

13

The financial statements consolidate the accounts of Island Roads Investment Limited and all of its
subsidiary undertakings ('subsidiaries').

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases when
the Group loses control of the subsidiary. Specifically, the results of subsidiaries acquired or disposed of
during the year are Included in the consolidated income statement from the date the Group gains contro!
until the date when the Group ceases to confrol the subsidiary.

Profit or loss and each component of other comprehensive income are attributed to the owners of the Group
and to the non-controlling interests. Total comprehensive income of the subsidiaries is attributed to the
owners of the Group and to the non-controlling interests even if this results in the non-controlling interests
having a deficit balance.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring the accounting
policies used into line with the Group’s accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cashflows relating to transitions between
the members of the Group are eliminated on consolidation.

Changes in the Group's Interests in subsidiaries that do not result in a loss of control are accounted for as

equity. transactions. The carrying amount of the Group’s interests and the non-controlling interests are

adjusted to refiect the changes in their relative interests in the subsidiaries. Any difference between the
amount by which the non-controlling interests are adjusted and the fair value of the consideration paid or
received is recognised directly in equity and attributed to the owners of the Group.

When the Group loses control of a subsidiary, the gain or loss on disposal recognised in profit or loss is
calculated as the difference between (i) the aggregate of the fair value of the consideration received and the
fair value of any retained interest and (ii) the previous carrying amount of the assets (including goodwill},
less liabilities of the subsidiary and any non-controliing interests. All amounts previously recognised in other
comprehensive income in relation to that subsidiary are accounted for as if the Group had directly disposed
of the related assets or liabilities of the subsidiary (i.e. reclassified to profit or loss or transferred to another
category of equity as specified/permitted by applicable IFRS). The fair value of any investment retained in
the former subsidiary at the date when control is lost is regarded as the fair value on initial recognition for
subsequent accounting under IAS 39 Financlal instruments: Recognition and Measurement or, when
applicable, the costs on initial recognition of an investment in an associate or jointly controlled entity.

Going concern

Aithough the Group's balance sheet reflects a net liabilities position, this is primarily caused by the
racognition of derivative financial instruments at their fair value. The Directors do not expect this to
crystallise as a liability in the foreseeable future and there are no plans to terminate any derivatives.

The Directors have, at the time of approving the financial statements, a reasonable expectation that the
Company and the Group have adequate resources to continue in operational existence for the foreseeable
future. Thus they continue to adopt the going concern basis of accounting in preparing the financial
statements. Further detail is contained in the Strategic Report.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

14

1.6

1.6

Accounting policies : (Continued)

Revenue recognition

During the investment phase, revenue Is recognised at cost, plus attributable profit to the extent that this is
reasonably certain, in accordance with IFRS 15 Revenue from Contracts with customers. Costs for this
purpose include all works carried out and certified by subcontractors, and include all overheads otherthan
those relating to general administration of the special purpose company.

Cash received in respect of the service concession is allocated to operational income based on its fair
value, with the remainder being allocated between the capital repayment and interest income, applying the
effective interest method. Service revenue is recognised in accordance with IFRS 15 as the services are
performed.

Taxatlon
The tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the income statement because it excludes items of income or expense that are taxable or
deductible in other years and it further excludes items of income or expense that are not taxable or
deductible. The group's liability for current tax is calculated using tax rates that have been enacted or
substantively enacted by the balance sheet date.

Deferred tax
Fuli provision is made for deferred tax assets and liabilities arising from all timing differences between the
recognition of gains and losses in the financial statements and recognition in the tax computation.

A net deferred tax asset is recognised only if it can be regarded as more likely than not that there will be
suitable taxable profits fram which the future reversal of the underlying timing differences can be deducted.

Deferred tax assets and liabilities are calculated at the tax rates expected to be effective at the time the
timing differences are expected to reverse.

Deferred tax assets and liabilities are not discounted.

Accounting for service concession arrangements

The Group is a special purpose vehicle that has been established to undertake the operation and
maintenance for the Isle of Wight's highway network and associated highway assets. The Group has
subsequently entered into agreements with finance providers and sub-contractors. Based on the contractual
arrangements, the Group has classified the project as a service concession arrangement, and has
accounted for the principal assets of income streams from the project in accordance with IFRIC 12 Service
Concession Arrangements.

Under the terms of the arrangement, where the Group has the right to receive unitary payments from the
Isle of Wight Councll, the asset created and/or provided is accounted for as a contract asset. Revenue will
be recognised by allocating a proportion of the unitary payments to investment, operational and
maintenance income. The consideration received is allocated by reference to the relative fair value of the
services delivered, where the amounts are separatelyidentifiable.

The service concession confract asset is categorised as being held at amortised cost. During the
construction phase, the directors estimate the costs incurred and any interest thereon less any monies from
the Isle of Wight Council to equal the fair value of the financial asset.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

1.7

1.8

‘1.9

Accounting policies (Continued)

Derivative financial instruments

The Group enters into derivative financial instruments to manage its exposure to interest rate risk.
Derivatives are initially recognised at fair value at the date a derivative contract is entered into and are
subsequently re-measured to their fair value at each balance sheet date. The resulting gain or loss is
recognised in profit or loss immediately unless the derivative is designated and effective as a hedging
instrument, in which event the timing of the recognition in profit or loss depends on the nature of the hedge
relationship.

A derivative with a positive fair value is recognised as a financial asset whereas a derivative with a negative
fair value is recognised as a financial liability. A derivative is presented as a non-current asset or a non-
current liability if the remaining maturity of the instrument is more than 12 months and it is not expected to
be realised or settled within 12 months. Other derivatives are presented as current assets or current
liabilities.

Hedge accounting

The Group designates certain hedging instruments, which includes derivatives, as cash flow hedges. At the
Inception of the hedge relationship, the entity documents the relationship between the hedging instruments
and the hedged item, along with its risk management objectives and its strategy for undertaking various
hedge transactions. Furthermore, at the inception of the hedge and on an ongoing basis, the Group
documents whether the hedging instrument is highly effactive in offsetting changes in cash flows of the
hedged item.

‘Cash flow hedge: - - -

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow
hedges is recognised in other comprehensive income. The gain or loss relating to the ineffective portionis
recognised immediately in profit or loss, and is included in the ‘other gains and losses' line item.

Amounts previously recognised in other comprehensive income and accumulated in equity are reclassified
to profit or loss in the periods when the hedged item is recognised in profit or loss, in the same line of the
income statement as the recognised hedged item. However, when the forecast transaction that is hedged
results in the recognition of a non-financial asset or a non-financial liability, the gains and losses previously
accumulated in equity are transferred from equity and included in the initial measurement of the cost of the
non-financial asset or non-financial liability.

Hedge accounting is discontinued when the Group revokes the hedging relationship, the hedging instrument
expires or is sold, terminated, or exercised, or no longer qualifies for hedge accounting. Any gain or loss
recognised in other comprehensive income at that time is accumulated in equity and is recognised when the
forecast transaction is ultimately recognised in profit or loss. When a forecast transaction is no longer
expected to occur, the gain or loss accumulated in equity is recognised immediately in profit or loss.

1.10 Cash and cash equivalents

Cash and cash equivalents in the Statement of Financial Position comprise cash at bank, deposits held at
call with banks and other short-term liquid investments with original maturities of six months or less.. For the
purposes of the Cash Flow Statement, cash and cash equivalents comprise cash and short term deposits
as defined above, net of bank overdrafts.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

1 Accounting policies (Continued)

1.11 Bank borrowing
Project specific interest costs incurred In the performance of the service concession contract, including net
amounts payable on interest rate swaps, are expensed using the effective interest rate method.

The effective interest method is a method of calculating the amortised costs of a debt instrument and of
allocating interest income over the relevant period. The effective Interest rate is the rate that exactly
discounts estimated future cash recsipts (including all fees and points paid or received that form an integral
part of the effective interest rate, fransaction costs and other premiums or discounts) through the expected
life of the debt instrument, or where appropriate, a shorter period, to the net carrying amount on initial
recognition.

Arrangement fees are netted off against the carrying value of the loan facility and charged to the income
statement over the term of the debt.

1.12 Share capital
Ordinary shares are classified as equity instruments on the basis that they evidence a residual interest in
the assets of the Group after deducting all of its liabilities.

1.13 Investments
The Company's investments in subsidiaries are valued at cost less provision for impairment.

1.14 Critical accounting judgements and key sources of estimationuncertainty

The preparation of financial statements under IFRS requires the Company’s management to make
judgments, assumptions and estimates that affect the application of accounting policies and the reported
amounts of assets, liabilities, income and expense. Actual results may differ from these estimates. The
estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that
period, or in the period of the revision and future periods if the revision affects both current and future
periods. :

Critical judgements in applying the Group’s accounting policles

The following are the critical judgements, apart from those involving estimations (which are dealt with
separately below), that the directors have made in the process of applying the Group's accounting policies
and that have the most significant effect on the amounts recognised in the financial statements. The
directors do not consider there to be any critical accounting judgments that have been taken in preparing
the financial statements.

Key sources of estimation uncertainty

Derivative valuation

The key source or estimation uncertainty relates to the valuation of derivative financial liabilities at falr value.
The measurement of fair value requires an estimate of a number of market variables, including the Group's
own credit risk, that could be subject to change within the next financial year, which could cause a material
adjustment to the carrying value of the derivative.

There are no other key assumptions conceming the future, or other key sources of estimation uncertainty in
the reporting period that may have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year.

Notwithstanding this, as a significant portion of the Group’s activities are undertaken through service
concession arrangements, the Group is required to make estimates in accounting for revenue and margin.
These estimates may depend upon the outcome of future events and may need to be revised as
circumstances change.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

2 Revenue

An analysis of the Group's revenue is as follows:

Construction income
Service income
Pass through income

All turnover arose within the United Kingdom.

3  Operating profit

Operating profit for the year is stated after charging:
Auditors' remuneration
Island Roads Services Limited

Island Roads Investment Limited
Island Roads Investment 2 Limited

Group Group
2020 2019

£ £
21,514,165 14,246,694
15,454,189 11,526,810
5,270,780 2,055,822
42,239,134 27,829,426
Group Group
2020 2019

£ £

23,630 21,940
2,220 2,060
2,150 2,000
28,000 26,000

During the year, fees of £97,369 (2019: £94,527) were paid to Fulcrum Infrastructure Management
Limited and Vinci Concessions S.A.S. in respect of Directors' services to the Group.

The Group is managed through management service contracts.

The Group had no employees during the current or previous year.

4 . Profit attributable to the parent company

The result for the financial year dealt with in the financial statements of the parent company was £nil
(2019: £nil). As permitted by Section 408 of the Companies Act 2006, no separate profit and loss account
or statement of comprehensive income is presented in respect of the parent company.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

5 Finance income

Interest income

Interest on corporation tax
Bank deposits

Financial asset interest

6 Finance costs

On the bank loans and overdrafts :
Amortisation of arrangement and commitment fees
Interest rate swaps

Shareholder loan interest

Group

2020
£

2,500
75,793
7,448,593

Group

2019
£

593
120,071
7,245,730

7,526,886

7,366,394

Group

2020
£

2,856,517

528,874
2,536,114
2,193,820

Group

2019
£

3,059,498
1,598,056
1,138,407
1,984,168

8,115,325

7,780,129




ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

7 Income tax expense/(income)

Group Group
2020 2019
£ £
Current tax
UK corporation tax on profits for the current
year 87,034 72,641
Adjustments in respect of prior year 752 (208,074)
87,786 (135,433)
Deferred tax
Deferred tax (note 13) 8,953 11,484
Effects of changes in tax rates (8,443) -
Adjustment in respect of prior year (656) (127,613)
(146) (116,129)
Total tax charge/(credit) , 87,640

(251,562)

Corporation tax is calculated at 19.00 per cent (2019:19%) of the estimated taxable profit for the year.

The charge for the year can be reconciled to the profitin the consolidated income statement as follows:

2020 2019
£ £
Profit before taxation 505,196 442,766
Expécted tax charge basd on a UK corporation tax rate of 19.00% (2019 .-
19.00%) 95,987 84,126
Adjustments in respect of prior years - current tax 752 (335,688)
Adjustment in respect of prior years - deferred tax (656) -
Effects of change in tax rate (8,443) -
Tax charge/(credit) for the year 87,640 (251,562)
Tax Recognised in Other Comprehensive Income 2020 2019
£ £
Deferred tax arising on:
" Fair value remeasurement of hedging instruments entered
into for cash flow hedges (note 13) (1,029,287) (619,248)
Total tax credit recognised in other comprehensive income (1,029,287) (619,248)

-23-




ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

7 Incometax expense/(income) (Continued)

Factors impacting future tax charge

A change to the main UK corporation tax rate announced in the Budget on 11 March 2020 was
substantively enacted on 17 March 2020 by a Budget resolution. The rate sffective from 1 April 2020
now remains at 19% rather than the previously enacted reduction to 17%. Deferred tax balances are
now remeasured to 19% from the previous rate of 17%. The Spring Budget 2021 announced that the UK
corporation tax rate will increase to 25% from 1 April 2023.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

8 Financial instruments

Capital riskmanagement

The Group manages its capital to ensure that entities in the Group will be able to continue as going concerns
while maximising the return to shareholders through the optimisation of the debt and equity balance.

The capital structure of the Group consists of net debt, and equity of the Group (comprising issued capital,
reserves, and retained earnings). The Group has a funding strategy to ensure that there is an appropriate debt
to equity ratio as well as an appropriate debt maturity profile. . '

The Group has to comply with a number of banking covenants which are set out in the agreements for bank
loans. There are financial covenants which are measured using the performance of the Group. There are other
restrictions in the loan documentation concerning acquisitions, disposals, security, and other issues. The Group
has complied with its banking covenants during the period.

Financial risk management objectives

The Group seeks to minimise the effects of cash flow interest rate risks by using derivative financial instruments
to hedge risk exposures. The use of financial derivatives is governed by the Group’s policies approved by the
board of directors. The Group does not enter into or trade financial instruments, including derivative financial
instruments, for speculative purposes. In the year under review a £3,220,032 loss was recognised in other
comprehensive income on cash flow hedges (2019 - £3,642,632(oss).

a) Financial instruments by category

The information set out below provides information about how the Group determines fair values of various
financial assets and financial liabilities.

The following table provides an analysis of financial instruments that are measured subsequent to initial
recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is observable:

Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for
identical assets or liabilities. The Group considers that the fair value of cash and cash equivalents, loans,
trade and other receivables, deferred taxation, and trade and other payables are not materially different to
their carrying value;

Level 2 fair value measurements are those derived from inputs other than quoted prices included within
Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived
from prices); and

Level 3 fair value measurements are those derived from valuation techniques that include inputs for the
asset or liability that are not based on observable market data (unobservable inputs).
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

8 Financial instruments ' (Continued)

2020
Level 1 Level 2 Level 3 Total
£ £ £ £
Financlalassets - - - -
held at Fair
Value through-

Profit & Loss
Derlvative - (24,094,093) - (24,094,093)

financial
" Instruments

2019
Level 1 Level 2 Level 3 Total
£ £ £ : £

Financialassets - - - -
held at Fair
Value through
Profit & Loss

Derivative - {20,874,062) - (20,874,062)
financial
instruments

The derivative financial instruments qualify as cash flow hedges.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

8 Financial instruments {Continued)

Except as detailed in the following table, the Directors consider that the carrying amounts of financial assets
and financial liabllities recorded at amortised cost in the financial statements approximate their fair values:

Carrying Value Fair Value
At 31 December 2020 At 31 December 2020
£ £
Financial assets
Trade and other receivables 1,670,382 1,670,382
‘Financial liabilities
Trade and other payables 21,734,263 21,734,263
Borrowings 116,266,877 116,266,877
Carrying Value Fair Value
At 31 December 2019 At 31 December 2019
£ £
Financlial assets
Trade and other receivables 7,144,507k 7,144,507
Financial liabilities
Trade and other payables 2,582,860 2,582,860
Borrowings 115,608,657 115,608,657

In addition to the above financial instruments, the inputs within the service concession asset balance have been
reviewed and it has been deemed that there is no material change to the original forecast. As such, it has been
concluded that the fair value is not materially different to the carrying value.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
-~ FOR THE YEAR ENDED 31 DECEMBER 2020

8 Financial instruments (Continued)

b) Liquidity and interest risk tables

The following table details the Group's expected maturity for its non-derivative financial assets plus the contract
asset, The tables below have been drawn up based on the undiscounted contractual maturities of the financial
assets including interest that will be eamed on those assets. The inclusion of information on non-derivative
financial assets is necessary to understand the Group's liquidity risk management as the liquidity is managed
on a net asset and liability basis. :

Weighted [ Less | 1-3 months | 3months | 1-6 years 5+ years Total
average | than1 to 1year
effective | month
interest
rate
% £ £ £ £ £ £
31
December
2020

Fixed interest 7.42 674,443 | 1,348,886 | 8,226,172 | 47,974,290 | 97,331,915 155,555,706
rate assets

Total 674,443 | 1,348,886 | 8,226,172 | 47,974,290 | 97,331,915 | 155,555,706
Weighted | Less | 1-3 months | 3months | 1.5 years 5+ years Total
average | than1 to 1year
effective | month
interest

rate
% £ £ £ £ £ £
31
December
2019

Fixed interest 7.43 1,039,185] 2,078,363 | 5,648,919 | 46,368,556 | 109,230,521 | 164,365,550
rate assets
Total 1,039,185] 2,078,369 | 5,648,919 | 46,368,556 | 109,230,521 | 164,385,550
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

8 Financial instruments . (Continued)

The following tables detail the Group’s remaining contractual maturity for its financial liabilities with agreed
repayment periods. The tables have been drawn up based on the undiscounted cash flows of financial
liabllities based on the earliest date on which the Group can be required to pay. The table includes both
interest and principal cash flows as well as interest rate swap payments. To the extent that interest flows are
floating rate, the undiscounted amount is derived from interest rate curves at the balance sheet date. The
contractual maturity is based on the earliest date on which the Group may be required to pay.

Weighted | Less than 1-3 3months | 1-5 years | 5+ years Total
average | 1 month | months | to 1year
effective
interest
rate
% £ £ £ £ £ £
31
December
2020
Fixed 6.38 879,702 | 1,759,405 | 8,168,726 | 42,687,429|886,196,330| 139,691,592
interest rate1
liabilities
Total 879,702 | 1,759,405 | 8,168,726 | 42,687,429|86,196,330| 139,691,592
Weighted | Less than 1-3 3months | 1-6 years | 5+ years Total
average | 1 month | months | to 1 year
effective
interest
rate
% £ £ £ £ £ £
31
December
2019
Fixed 6.38 345,918 | 691,834 | 7,686,830]43,919,417|97,031,366| 149,675,365
interest rate,
liabilities
Total 345918 | 691,834 | 7,686,830|43,919,417|97,031,366| 149,675,365
c) - Creditrisk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial
loss to the Group. The Group has adopted a policy of only dealing with creditworthy counterparties.

Surplus cash is placed on deposit with banks in accordance with a policy that specifies the minimum
acceptable credit rating of the counterparty.

Trade debtors mainly comprise amounts due from Isle of Wight Council. Management consider that as the
counterparty Is a UK council there is minimal credit risk.
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

8 Financial instruments (Continued)

d) Fair value of derivatives

The Group is exposed to interest rate risk because it has borrowed funds at floating interest rates. The risk is
managed by the use of interest rate swap contracts. Under interest rate swap contracts, the Group agrees to
exchange the difference between fixed and floating rate interest amounts calculated on agreed notional
principal amounts. Such contracts enable the Group to mitigate the risk of changing interest rates on the fair
value of issued fixed rate debt held and the cash flow exposures on the issued variable rate debt held. The fair
value of interest rate swaps at the reporting date is determined by discounting the future cash flows using the
curves at the reporting date and the credit risk inherent in the contract. The interest rate swaps settle on a six-
monthly basis. No ineffectiveness has been recognised in profit and loss for the period. Interest rate swap
contracts exchanging fixed interest for floating rate interest are designated and effective as cash value hedges
in respect of interest rates. During the period the hedge was 95 % effective in hedging the cash value
exposurae to interest rate movements

Group Group

Cost or valuation ' 2020 2019
£ £
Opening balance (20,874,062) (17,231,430)
Fair value movement (3,220,031) (3,642,632)
Closing balance (24,094,093)  (20,874,062)
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ISLAND ROADS INVESTMENT LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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9 Contract asset

Service concession contract asset

Opening balance
Additions

Unitary charge
Financial asset interest

Closing balance

Analysed as
Less than one year
Greater than one year

Group Group
2020 2019

£ £
97,463,256 98,583,277
23,221,657 16,631,566
(25,874,402) - (24,997,317)
7,448,593 7,245,730
102,259,104 97,463,256
2020 2019

£ £
102,259,104 97,463,256
102,259,104 97,463,256

The service concession contract asset represents the amounts receivable from the Authority for
construction and other services provided. This will be receivable in the form of a Unitary Payment due
throughout the Service Concession period of 25 years. At 31 December 2020, the Group has recognised
cumulatively 42% (2019: 36%) of the estimated revenue due under the contract, reflecting the fact that
the initial core investment period is largely complete. The remaining revenue will be recognised over the

life of the contract asset as ongoing maintenance services areprovided.
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10 Trade and other receivables

Current Assets
Trade receivables

Corporation tax recoverable
Prepayments

11 Trade and other payables

Current Liabilities

Trade payables
Accruals
Social security and other taxation

Group Group
2020 2019

£ £
1,596,380 6,960,860
- 317,515

75,002 183,647
1,670,382 7.462,022
Group Group

2020 2019

£ £

1,563,556 120,896

20,014,911 1,739,920

165,796 722,044

21,734,263 2,582,860
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12 Borrowings

Group Group
2020 2019
£ £
Bank loan 91,839,760 93,950,296
Effective interest rate adjustment 1,368,760 839,886
Loans from associate undertakings 22,958,357 20,818,475
Total 116,266,877 115,608,657
2020 2019
Current 5,092,106 2,014,388
Non-current . 111,174,771 113,594,269
116,266,877 115,608,657

The table below details the maturity profile of loans repayable by instalments.
2020 2019
£ £
Less than one year 5,092,106 2,014,388
Between ons and two years 6,768,548 5,309,114
Between two and five years 21,452,593 20,423,663
Over five years 82,584,870 87,021,606
Effective interest rate adjustment 1,368,760 839,886
116,266,877 115,608,657

The Group has facilities provided by four major banks in order to finance the construction of the project. The
loans are repayable in instalments based on an agreed percentage amount of the total facilities per annum

over a certain number of years.

Interest on the facility is charged at rates linked to LIBOR. The Group has entered into fixed interest rate
swaps to mitigate its interest rate exposure which have a negative fair value at 31 December 2020
£24,094,093 (2019 - £20,874,062). The Group does not hold or issue derivative financial instruments for
speculative purposes. The undrawn facllity on bank loans available as at 31 December 2020 is £ nil (2019 -

£nil ).

The Shareholder loan is issued as 10% Unsecured Subordinated Loan Notes maturing in 2038.

An adjustment of £1,368,760 (2019 - £839,886) has been made to the carrying value of the bank loan to

ensure that interest is recognised at a constant effective interest rate over the life of the loan.
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13 Deferred tax asset

Opening balance

Unwinding of deferred tax asset due to capital allowances

Adjustments in respect of prior years
Credit to other comprehensive loss

Group Group
2020 2019

£ £
3,619,698 2,884,321
(509) (11,484)

656 127,613
1,029,287 619,248
4,649,132 3,619,698

The net deferred tax expected to reverse in the next 12 months is £ 7,670 (2019: £ 9,808 ). This relates to

capital allowances to be claimed.

Deferred tax has been measured at 19% (2019: 17%) being the enacted tax rate expected to be in effect

when the timing difference reverses.

Deferred tax assets and liabilities are offset where the Group has a legally enforceable right to do so. The
following is the analysis of the deferred tax balances (after offset) for financial reporting purposes:

Accelerated capital allowancs
Movement in Fair Value of derivatives

14 Called up share capital

Authorised, allotted, called up and fully paid

50,000 (2019: 50,000) Ordinary Shares of £1
each

2020 2019

£ £

71,254 71,107

4,577,878 3,548,591

4,649,132 3,619,698

Group Company Group Company
2020 2020 2019 2019
£ £ £ £
50,000 50,000 50,000 50,000
50,000 §0,000 50,000 50,000
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15 Reconciliation of movement in total equity
Group
Opening total equity
Profit for the period

Other comprehensive income

Closing total equity

Company

Opening total equity

Shares issued during the period
Result for the period

Closing total equity

"16  Net cash flow from operating activities

Qperating profit for the year

Operating cash flows before movements in working capital

Decrease/(increase) in trade and other receivables
Increase in trade and other payables
Net receipt relating to contract asset

Income taxes recovered/(paid)

Net cash inflow from operating activities

2020 2019

£ £
(13,056,779) {10,727,723)

417,556 694,328
(2,190,745) (3,023,384)
(14,829,968) {13,056,779)

2020 2019

£ £

50,000 50,000

60,000 50,000

Group Group

2020 2019

£ £

1,093,635 856,501

1,093,835 856,501
5,474,124 (6,843,253)

17,144,142 1,585,973

2,652,745 8,365,751

25,271,011 3,108,471
256,360 (249,537)

26,621,006 3,715,436
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17 Reconcillation of net cash flow to movement in net debt

Increase/(decrease) in cash In the year
Cash (inflow)/outflow from increase/(decrease) in debt

Change in net debt resulting from cash flows
Other non-cash changes

Movement in net debt in the year
Net debt at beginning of year

Closing net debt

18 Analysis of changes in net debt
1 January 2020

Group Group

2020 2019
£ £

21,248,455 2,822,975
2,010,536 (3,284,781)

23,269,991 (361,808)
(2,668,756) (3,538,486)

20,591,235  (3,900,292)
(98,144,834)  (94,244,542)

(77,553,599)  (98,144,834)

Cash flow Other non- 31
cash changes December

2020

£ £ £
21,249,455 - 38,713,279

- (3077,718) (5,092,106)
2,010,536 -408,962 (111,174,771)

£
Net cash:
Cash at bank and in hand 17,463,824
Debt:
Debts falling due within one year (2,014,388)
Debts falling due after one year (113,594,269)
Net debt (98,144,833)

23,259,991  (2,668,756) (77,553,598)

Other non-cash changes represent capitalised interest and movements caused by the effective interest rate

adjustment.
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19 Related party transactions

During the period, the Group carried out a number of transactions with related parties in the normal course
of business and on an arm’s length basis. The Group did not transact in its own right with related parties.
The names of the Groups related parties and the total value of transactions are shown below:

2020 2019 2020 2019 2020 2019
Receipt Receipt Payable Payable ReceivableReceivable
of of atyear atyear atyear endatyear end
services services end end
£000 £'000 £'000 £'000 . £000 £000
Fulcrum Infrastructure Management
Limited 270 328 - - - -
Meridiam Infrastructure Finance I
S.a.rl. - - - - - -
Meridiam Infrastructure Managers
S.arl - 1 - - - -
Ringway island Roads Limited 22,399 24,318 1,541 121 73 2
Vinci Concessions S.A.S 325 197 - - -
Vinci Concessions UK Limited 50 51 - - - -

Vinci Highways S.A.S and Meridiam Infrastructure Finance Il S.a.r.l (each 50%) have provided loan
financing to the Group of £17,898,286 (2019: £17,898,286) and the Group has incurred £5,638,747 (2019:
£3,444,928) of interest and fees associated with these loans. At year end the Group had an outstanding
loan balance of £22 958,357 (2019: £20,818,475) included within borrowings and outstanding interest of
£578,676 (2019: £524,740) included within accruals.

Vinci Concessions S.A.S is a member of the Vinci Group and has provided development services to the
Company.

Vinci Concessions UK Limited is a member of the Vincl Group and has provided development services to
the Company.

Ringway Island Roads Limited is a member of the Vincl Group, and is the operating subcontractor.
Meridiam Infrastructure Finance Il S.a.r.l. is a 50% shareholder.
Vinci Highways S.A.S., a member of the Vinci Group, is a 50% shareholder.

Meridiam Infrastructure Managers S.a.r.l. is a related party of Meridiam Infrastructure Finance Il S.a.r.l.
providing financial services to Meridiam.

Fulcrum Infrastructure Management Limited is a related party of Meridiam Infrastructure Finance Il S.a.r.l.
and provides management services to the Company through a Management Services Agreement.
20 Controlling party

The Group Is ajbintventure betwesn Meridiam Infrastructure Finance il S.a.r.I. incorporated in Luxembourg
(50%), and Vinci Highways S.A.S incorporated in France (50%). The Directors consider there to be no
ultimate controlling entity.
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21 Principal subsidiaries

Details of the Group's subsidiaries at 31 December 2020 are as follows:

Company Name Principal activities  Place of Propotrtion of Proportion of
Incorporation ownership  Voting Power
: interest held
Island Roads Services Limited Service Provider United Kingdom  100% 100%
Island Roads Investment 2 Investment Company United Kingdom  100% 100%
Limited

The investments in‘the subsidiaries are all stated at cost.

The registered address of the above companies is 4th Floor, 105 Piccadilly, London W1J 7NJ.
22 Capital commitments

At 31 December 2020 the Group had capital commitments as follows:

The future capital expenditure on the service concession financlal asset which is contracted but not
provided for in these financial statements amounts to £2,608,222 (2019 - £22,603,689). The total contracted
value of the works to be undertaken is £145,371,678 (2019 - £145,371,678).

23 Subsequent events

There have been no subsequent events or transactions since 31 December 2020 that require recognition or
disclosure in the Group’s financial statements,
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